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I. Introduction

The overwhelming majority of commenters in this proceeding agree that it is
premature at this time to include advanced services in the definition of universal service.
A wide cross-section of parties — including IXCs, BOCs, wireless companies, and
consumer advocates — points out that broadband service does not meet the criteria
enumerated in section 254(c) of the Act, especially those requiring that services
supported by universal service be “subscribed to by a substantial majority of residential
customers” and “essential to education, public health, or public safety.” In addition,
parties argue that the costs of subsidizing broadband deployment outweigh the benefits at
the present time. Indeed, it appears that the benefits of broadband service remain unclear
to most Americans today, especially at current prices. Although broadband growth is
increasing appreciably and take-rates are consistent with or exceed the historical take-
rates for other products and services, if and when broadband will be subscribed to by a
significant part of the population remains to be seen. Some experts suggest that lower
retail prices, a “killer application,” or some combination of the two will increase
consumers’ “need for speed.” Until then, the Universal Service Joint Board should
closely monitor broadband supply and demand issues to determine the point at which it
may be appropriate to provide universal service support for advanced services.

WorldCom and other parties also agree that it is inappropriate at this time to add
to, or delete, any other services from the current definition of universal service. The
evidence on the record is insufficient to demonstrate that any additional services meet the

criteria in section 254(c) of the Act, which must be considered in reviewing the definition



of universal service, nor is it clear that the addition of these services would be a sound
public policy decision.

IL. Most Parties Agree That Advanced Services Should Not Be Added to the
Definition of Universal Service At This Time.

The overwhelming majority of parties to this proceeding are in agreement that
advanced services should not be added to the definition of universal service at the present
time.! Many commenters point out that advanced services do not yet meet the criteria
contained in section 254(c).” Section 254(c) requires policymakers to consider, among
other issues, whether a service is subscribed to by a “substantial majority of residential
customers” and is “essential to education, public health, or public safety.” All available
evidence indicates that advanced services are not only not subscribed to by a “substantial
majority” of residential customers, but rather, are subscribed to only by a small minority
of residential customers.’ In addition, it is far from clear that advanced services are
“essential” to education, public health, or public safety. Furthermore, we agree with
those parties that argue that it runs contrary to the public interest to increase the size of
the universal service support mechanism by adding advanced services to the definition,
particularly when so many questions about the costs and benefits of subsidizing advanced

services remain unanswered.’

! See, e.g., Maryland PSC Comments at 2; New York DPS Comments at 3-4; SBC Comments at 8; Ad
Hoc Comments at 5; AT&T Comments at 3; BellSouth Comments at 6; Iowa Utilities Board Comments at
3-6; Qwest Comments at Attachment 1; Sprint Comments at 3.

2 See, e. 2., WorldCom Comments at 11-18; Maryland PSC Comments at 2-3; New York DPS Comments
at 4; Ad Hoc Comments at 5; AT&T Comments at 3.

3 See, e.g., WorldCom Comments at 12; Iowa Utilities Board Comments at 4-5.

* See, e.g., WorldCom Comments at 12; Verizon Comments at 6.

> See, e.g., Association for Telecommunications Professionals in Higher Education Comments at 3; Qwest
Comments at Attachment 1; Verizon Wireless Comments at 5.



III.  There is Insufficient Evidence to Support the Addition of Any Services to the

Universal Service Definition.

Several parties to this proceeding identify what amounts to an assortment of
services that they believe should be added to the definition of universal service.’
WorldCom agrees with the Commission’s original determination regarding the services
that should be supported by universal service and finds no new evidence presented that
warrants a change in the Commission’s rules. Many parties agree.” Specifically,
WorldCom and others support the Commission’s earlier determination that many
services, such as warm line (or soft-dial-tone), prepaid services, payphone access, and
voicemail for the homeless and unemployed, are better dealt with by states on a state-
specific basis.® States are better equipped to assess the need for such services in their
communities and to weigh the need for the service against the cost and technical issues
associated with implementation by the carriers.” In addition, WorldCom shares the
concerns raised by several parties regarding the competitive and technological-neutrality
issues of adding certain services to the universal service definition.'’ Below, we discuss
two services in particular that should not be added to the universal service definition.

Commenters representing rural and insular interests, such as Sandwich Isles

Communications and the Regulatory Commission of Alaska (Alaska Commission),

5 See, e.g., Community Voicemail Comments at 1-2 (payphone services); Telecommunications for the
Deaf, Inc. Comments at 5-14 (Braille TTY's and two line voice carry over technology); United States
Conference of Catholic Bishops Comments at 4 (soft dial tone); OPATSCO Comments at 3 (equal access
to interexchange service).

7 See, e.g., GSA Comments at 3; Maryland PSC Comments at 3; AT&T Wireless Comments at 2; CTIA
Comments at 3.

8 In the Matter of Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and
Order, rel. May 8, 1997, at para. 406.

? See, e.g., SBC Comments at 11-14 (noting the implementation difficulties in implementing warm line);
Ad Hoc Comments at 14-16 (suggesting that policymakers undertake an analysis of the costs of providing
warm line).



suggest that federal universal service support should be provided to assist with the
provision of affordable Internet service in highly remote areas.'' The Alaska
Commission specifically asks that IXCs be able to obtain federal universal service
support when necessary to provide affordable local Internet service at transmission
speeds of 56 Kbps to remote rural areas.'” Essentially, IXCs would receive universal
service subsidies for long-haul transport of Internet traffic, under the Alaska
Commission’s proposal.”> The Alaska Commission also sets forth some proposals under
which ISPs would receive universal service support. The Alaska Commission
recognizes, and WorldCom agrees, that these proposals present difficulties with regard to
carriers’ ability to receive universal service support, both in terms of IXCs and ISPs
being eligible to receive support under current rules and currently-eligible carriers
maintaining their “eligible telecommunications carrier” (ETC) status under current rules.
In addition, the costs of adding local Internet service in rural areas to the definition of
universal service must also be considered. WorldCom understands that the most rural
and insular parts of the country present unique needs and circumstances, but urges the
Joint Board to carefully consider the consequences of using a federal subsidy program to
address these circumstances. WorldCom recommends that instead of attempting to
amend current rules to adapt to these unique situations, the Joint Board should find
creative solutions that would not increase the size of the fund and present carrier-
eligibility issues. For example, the Commission recently issued an Order that allows

members of remote rural communities in Alaska, where there is no local or toll-free dial-

10 See, e. g., BellSouth Comments at 4.

""" Regulatory Commission of Alaska Comments at 5; Sandwich Isles Communications, Inc. Comments at
6-9.

12 Regulatory Commission of Alaska Comments at 5.



up Internet access, to use excess service obtained through the universal service support
mechanism for schools and libraries when not in use by the schools and libraries."*
WorldCom applauds this decision as a creative means to address a problem without
increasing costs or introducing administrative difficulties. WorldCom urges the Joint
Board to take advantage of these types of opportunities, rather than add new services to
the universal service definition.

In addition, several parties suggest that extended area service (EAS) should be
added to the definition of universal service."> WorldCom agrees with the California
PUC, Ad Hoc, and other parties that the definition of universal service should not be
expanded to include EAS.'"® EAS expands local calling areas beyond traditional
communities of interest, rendering certain toll calls local. Under EAS, measured
intraLATA toll service is incorporated into an expanded flat-rated local service. Even
within a single state, EAS takes many forms. In some localities, the flat rate increases by
only a few dollars, but in other localities where the extended area is large, the flat rate can
more than triple and can exceed $30 per month. EAS sometimes covers entire
metropolitan areas or entire LATAs. In Texas, for example, EAS exists in at least three
different forms, with rate structures and other features that vary based on the statute or

regulatory regime in place at the time each was implemented.'” Given the wide variety of

1 Regulatory Commission of Alaska Comments at 5.

' In the Matter of Federal-State Joint Board on Universal Service, Petition of the State of Alaska for
Waiver for the Utilization of Schools and Libraries Internet Point-of-Presence in Rural Remote Alaska
Villages Where No Local Access Exists and Request for Declaratory Ruling, Order, CC Docket 96-45, rel.
Dec. 3, 2001.

13 See, e.g., AARP Comments at 6-7; Catholic Conference Comments at 13-18.

16 California PUC Comments at 5-6; Ad Hoc Comments at 16.

'7 When the Texas Public Service Commission was created, some localities already had EAS in place and
these EAS rates were grandfathered into the basic rates customers paid. Later, Texas law was changed to
allow local jurisdictions to petition the Commission for new toll-free calling arrangements, as long as the
extended area service did not raise flat local rates by more than $3.50. Hundreds of localities petitioned for



EAS offerings that can exist even within a single state, it is not clear how inclusion of
EAS in the universal service definition could be implemented administratively. The
Commission would be required to set forth a federal definition of the extended area
service, but EAS as it exists today takes many different forms and is intended to address
many different state- or location-specific problems.'® The Commission would need to
determine whether all or just some of these extended area service offerings qualify for a
universal service subsidy, and whether customers in states that maintain narrow local
calling areas should be required to subsidize customers in states that mandate EAS.
Moreover, before adding EAS to the definition of universal service, the
Commission would need to determine whether universal service subsidies would be
limited to rural areas, even though much of the EAS service today is offered in
metropolitan areas and suburban areas that do not currently qualify for universal service.
The Commission would also have to determine whether states that currently qualify for
universal service support would then be able to expand their subsidy receipts by
introducing EAS, while other states would not benefit. Finally, the Commission would
need to assess whether low-income households that currently qualify for Lifeline support

would be allowed to receive subsidized EAS.

EAS under that law. In addition, in large metropolitan areas, there are optional flat-rated extended calling
area service offerings with very high flat monthly rates. For example, subscribers in the outer reaches of
the Austin metropolitan area can obtain EAS for more than $30.00 a month, which is more than three times
the rate for basic service.

' In some cases, existing local calling areas were narrowly defined, and local rates were set low. As
communities of interest grew geographically, EAS provided an opportunity to selectively expand the local
calling area and raise flat rates. In other cases, metropolitan area-wide calling areas were created, but
measured-service rates were used for the extended service area. In yet other cases, for example in
Oklahoma City and Tulsa, intralL ATA toll service areas were effectively eliminated by expanding the
calling areas to include virtually the entire LATA.



Even if these administrative problems could be overcome, including EAS in the
definition raises competitive concerns. Including EAS in the definition would create
incentives for incumbent local exchange carriers (ILECs) to seek, and for state regulatory
commissions to create, EAS. When states implement EAS, typically they allow ILECs to
increase rates for other services in order to generate sufficient revenues to offset the
decrease in revenues from shifting previously toll traffic to local traffic. CLECs and
IXCs, which do not have captive (i.e., wholesale) customers whose rates could be
increased, would not have the same opportunity as ILECs to recoup the reductions in
revenues resulting from EAS. Thus, EAS tends to artificially benefit ILECs at the

. 19
expense of other carriers.

' If all barriers to entry into the local exchange market were eliminated, so that all carriers could compete
equally in the local and intraLATA toll markets, then artificially extending local exchange areas through
implementation of extended area service might not have anticompetitive consequences. But given the high
remaining barriers to local entry, particularly for residential service, competitive provision of local
exchange service is limited. Removing some service from the competitive intraLATA toll market and
placing it in the non-competitive local exchange market is inconsistent with the overriding policy objective
of Congress to foster the competitive provision of telecommunications services.



IVv. Conclusion

For the reasons discussed above, the Joint Board should recommend that the

Commission make no changes to the definition of universal service at this time.
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